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Appraising Proposed 


Construction Projects 


A Logical Procedure Is Outlined 'For 
Appraisers to Follow When Called On 
To Analyze New Construction Projects 


HIS discussion deals with the an- 

alyses involved in testing the sound- 

ness of proposed new construction 
projects and the valuation of such 
projects in those cases where the only 
data furnished the appraiser are the 
location, size of site, and plans and out- 
line specifications of the proposed im- 
provement. 

Appraisers who are called upon to 
make valuations of this kind should en- 
deavor to develop a logical procedure. 
To that end, some of the hazards, short 
cuts, and methods of checking that have 
been found useful in actual practice are 
here pointed out. The discussion is 
confined to the multi-family apartment- 
house project. 

The first step, of course, is a detailed 
study and analysis of the site. This re- 
view should take into consideration: 

Size and area: For multi-family proj- 
ects it usually would be found that 10,- 
000 square feet of land represent the 
minimum for economic development. 

Shape: Special attention should be 
given to the adaptability of the site to 
economic development. Squares or rect- 
angles are preferable; odd shapes which 
result in rooms without parallel walls 
present a rental handicap. 

Topography: This is primarily a study 
of street-grade conditions. The appraiser 


By JOHN C. TREDWELL 


should beware of allowing an excessive 
land-development cost for a lot of un- 
usual topography which would not occur 
in a normal lot. 

Taxes are a very important item, 
especially in overassessed, high-tax 





OW is an appraisal made 

when all the data available 
to the appraiser are the location, 
size of site, and plans and speci- 
fications? In this article, Mr. 
Tredwell outlines steps which 
the appraiser should take. He 
suggests a detailed study and 
analysis of the site as well as the 
plans for the proposed improve- 
ment. The author stresses the 
importance of taxes, declaring 
that in many cases land taxes 
are the controlling factor in de- 
termining the highest and best 
use of the site. Mr. Tredwell is 
Secretary and Treasurer of E. A. 
Tredwell & Co., Incorporated, 
of New York and is chairman of 
the Subcommittee on Education 
and Research, American Insti- 
tute of Real Estate Appraisers. 
This article is reprinted from 
The Appraisal Journal. 





areas. In many cases land taxes are the 
controlling factor in determining the 
highest and best use of the site. 

A recent New York transaction illus- 
trates the importance of land taxes. A 
prominent corner containing about 11,- 
000 square feet was assessed by the city 
at $58 per square foot. It was sold for 
$28 per square foot to a syndicate 
formed for the purpose of improving 
the site with a large apartment house. 
The result was the erection of a build- 
ing on land bearing a valuation for 
taxing purposes of approximately dou- 
ble the land cost and considerably in 
excess of the land's residual value. 

It is also necessary to calculate the 
total amount of taxes that the antici- 
pated net rental will support and still 
permit a proper return on the invest- 
ment. For example, a block front of 
land having an area of about 36,000 
square feet and assessed by the city at 
$100 per square foot was purchased for 
$27.50 per square foot. In this case it 
was estimated that upon completion of 
the new building the total assessed val- 
uation of the land and building would 
be $6,400,000, while the anticipated net 
revenue from the property would per- 
mit taxes to be paid on a valuation of 
only about $4,000,000. 

The six-story, nonfireproof, automatic- 
elevator type of apartment which is very 
plentiful in New York City will usually 
support from $35 to $45 per room per 
annum in total real estate taxes. Where 
the rental range is $18 to $22 per room 
per month, the tax charge should be 
nearer $35, and where the rental range 
is from $26 to $28 per room per month, 
the tax charge should be nearer $45. The 
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nineteen-story, fireproof, elevator apart 
ment wiil usually support up to $125 per 
room per annum in total real estate taxes 
Rentals will have to exceed $55 per room 
per month to justify this tax figure 

The plans for a proposed improvement 
should be carefully studied by the ap 
praiser, with the following points in 
mind 

Room sizes and shapes should conform 
to the neighborhood demand and ex 
pected rent level. Odd-shaped rooms 
those in the shape of circles or triangles, 
for example—which will require tenants 
to provide special furniture, rugs, and 
other furnishings should be viewed with 
suspicion. Excessively large rooms are as 
uneconomic as those which are too small. 
Room sizes for a six-story, non-fireproof 
apartment house are generally as follows: 


Typical Minimum 
Living room 13 ft. x 21 ft. 12Y2 ft. x 20 ft 
Bedroom 12 ft. x 17 fe 11 ft. x 15 ft 
Kitchen 8 ft. x 8 ft 7 ft. x 7 ft 


Bathroom 

The room layout should be studied, 
paying particular attention to access to 
rooms from the entrance foyer, access to 
bathroom without going through a bed 
room, and the relationship of cooking 
and dining spaces. 

Cross or through ventilation is impos 
sible in many buildings without having 
apartments running through from front 
to rear, which in turn divides the build 
ing and creates two operating units, thus 
increasing the operating expense. 


5S\Yy ft. x 8 ft. F ft. x 7 fe 


Number of Apartments 


The number of apartments of each size 
should be checked with the neighborhood 
demand as revealed by the vacancy situa 
tion, and the percentage of each size 
apartment to the total number of apart 
ments should be determined. This per 
centage becomes of greater importance as 
the size of the operation increases be 
cause, when apartments of various sizes 
are available many tenants are retained 
who otherwise would be forced to move 
when they require larger or smaller 
quarters 

There is now being completed in New 
York City a large privately financed 
housing development which will contain 
over 12,000 apartments and house a 
total of more than 40,000 people. Oc 
cupants will be limited to families hav 
ing incomes of from $1,500 to $4,000 a 
year, and rentals are expected to average 
about $12.50 per room per month. An 
intensive study of rental demand and 
average family sizes in this income group 
was made as a preliminary to the project, 
one of the results of which was the de 
termination to allocate over 90 percent of 


the apartments to the three and four 
room classifications. 

The service facilities, as provided for 
in the plans, should be carefully consid 
ered. The location and accessibility of 
elevators, incinerators, etc., are of great 
importance and, as the rental price in 
creases, the demand for additional ser 
vices—such as separate service elevators, 
service entrances to apartments, doormen, 
package delivery, etc.—increases. 

The adaptability of the plan to eco- 
nomical operation is often a neglected 
item, but it is extremely important and 
increases in importance as rental and 
service demands increase. In this connec- 
tion, the most important matter is to 
have a plan of operation which will re 
quire as few employees as possible. 


The Room Count 


The room count is the basis for most of 
the comparisons used in determining the 
soundness and value of a project and, 
whi'e any reasonable method of room 
counting may be employed, it is impor 
tant always to use the same method, or 
the comparisons, on a per-room basis, be 
come useless. There are two room counts 
which have received rather wide recog: 
nition. 

For purposes of uniformity, the Mort 
gage Conference of New York estab- 
lished these criteria for room counts: 

Living room: Will count as one whole 
room. 

Bedroom: Will count as one whole 
room when containing 180 square feet 
or more; otherwise as one half room. 





HE author lists several final 

tests which the appraiser 
should apply as a check against 
the economic soundness of a 
new construction project. “If 
the appraisal is for mortgage- 
loan purposes,” he says, “the 
cost per room per month of the 
following items should be deter- 
mined and should not exceed 75 
percent of the estimated rental 
per room per month of the 
property when new: vacancies, 
operating expenses, reserves for 
replacement, taxes, interest 
charges, and amortization 
charges.” 





Kitchen (with and without dining al- 
coves or galleries): Will count as one 
half room when aggregate area is less 
than 90 square feet. Will count as one 
full room when aggregate area is 90 
square feet or more and dining space is 


provided. Exceptions to this rule are 
apartments where a full dining room is 
provided in the same apartment. In these 
cases a kitchen of 80 square feet or more 
will be counted as a full room, even 
though no provision for dining space is 
made in the kitchen. Note: Combina- 
tions of dining alcoves and kitchens are 
in no case to be counted as one and one 
half rooms. Kitchenettes located in a 
room, in a recess off of a room, or in a 
closet space with doors will not be in- 
cluded in the room count. 

Dining room: Will be counted as one 
full room when containing 140 square 
feet or more; otherwise as one half room. 

Foyer: Will not be included in room 
count, regardless of size or whether in- 
tended for dining or not. 

Bathroom: Will not be included in the 
room count. 

Maid’s room: Will be counted as one 
full room where a private bath is provid- 
ed. Maid’s room without bath is to be 


counted as one half room. 


Architectural Experience 


The majerity of appraisers, at least of 
those among the author’s acquaintance, 
have had a very limited architectural ex- 
perience, but many of them seem unable 
to resist the temptation to change the 
plans. In most cases, plans have been 
drawn by competent architects, thor- 
oughly familiar with the intricacies of 
local building codes, construction costs, 
labor problems, characteristics of mate- 
rials, and all the other minutiae of the 
building business. An appraiser who un- 
dertakes to alter the plans as cenceived 
by these men is very likely to get in hot 
water by submitting revisions which are 
illegal under the local code. If the ap- 
praiser does not like the plans he should 
say so and point out those features of 
which he does not approve. Or, if he 
prefers, he can base his valuations upon 
certain corrections which he advises 
should be made in the plans. But he 
should not attempt to redraw the plans. 


Residual Value 


A controversial point among appraisers 
today is whether or not it is justifiable to 
value the land at its full residual value, 
particularly in those cases where the re- 
sidual value exceeds the land cost. A 
strong point in favor of using a residual 
value in excess of the land cost is that in 
considering new construction projects we 
are usually dealing with underimproved 
land which is a burden to its owners so 
that purchase prices of land for improve- 
ment, particularly of high-valued land 

(Continued on page 6) 
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PLANS PROGRESSING FOR 1940 CONVENTION 


Plans are rapidly shaping up for the 
27th annual convention of the Mort- 
gage Bankers Association of America 
which will be held at the Drake Hotel 
in Chicago on October 2, 3 and 4. In 
the July 15 issue of The Mortgage 
Banker it was announced that each 
afternoon session during the three-day 
convention would be devoted to clinical 
meetings where members would have 
the opportunity of discussing particular 
problems connected with their business. 

Since that time the Headquarters Of- 
fice has completed a poll of MBA's 
membership in an effort to determine 
those subjects which seemed to have the 
greatest appeal. From a list of ten sub- 
jects the members were asked to select 
the three in which they were most in- 
terested. The subjects were: Account- 
ing Practices; Advertising Methods for 
Members Residing in Cities of 200,000 
Population or Less; Advertising Methods 
for Members Residing in Cities of 200,- 
000 Population or More; Appraising; 
Construction Loans; Local Practices 
That Pay Dividends; FHA; New Busi- 
ness for Members Residing in Cities of 
200,000 Population or Less; New Busi- 
ness for Members Residing in Cities of 
More Than 200,000 Population; and 
Service Costs. 

Many of those who replied to the 
questionnaire selected more than three 
meetings which they would be inter- 
ested in attending, indicating that the 
majority of those who plan to attend 
the Convention want to secure as many 
answers to their every-day problems as 
the limited time will permit. 

Leading all other subjects in popu- 
larity was the question of how to ac- 
quire new business. Next in popularity 
was “Local Practices That Pay Divid- 
ends.” The subject of “Service Costs” 
drew particularly heavy response. A 
large majority of members who replied 
to the questionnaire also indicated a 
desire to attend clinical meetings on Ap- 
praising; the FHA; Construction Loans 
and Advertising. 

These clinical meetings will begin 
promptly at 2 p. m. each afternoon and 
adjourn at 4 p. m. Each meeting will 
be limited to 50 persons so that as many 
members may participate in the discus- 
sions as possible. A leader will be named 
to preside over each group meeting. 


Board Dinner 
Plans are also being made for the 
Board of Governor’s dinner which will be 
held on the night of October 1, follow- 
ing the all-day meeting of the Board. 


Carroll Binder, foreign editor of the 
Chicago Daily News, will deliver the 
address at the stag dinner which will be 
held on the night of October 2 in the 
Grand Ballroom of the Knickerbocker 
Hotel. The Chicago Daily News is ac- 
knowledged by most newspapermen to 
have the ablest group of foreign cor- 
respondents of any newspaper. As di- 
rector of the foreign service, Mr. Bin- 
der must separate truth from propa- 
ganda in world affairs. At present Mr. 
Binder is in Havana reporting on the 
sessions of the Pan-American Confer- 
ence. Although his subject has not 
been selected, it is expected that Mr. 
Binder will speak on some phase of 
recent foreign developments. Addition- 
al entertainment is also being planned. 

Mayor Edward J. Kelly of Chicago 
has accepted an invitation to deliver the 
address of welcome at the convention, a 
function which he performed at the 
25th annual convention in 1938. 

Arrangements are being made for the 
annual golf tournament which will be 
held in connection with the Convention. 
The course will be selected soon, Harry 
Fisher of the Mutual National Bank, 
Chicago, is chairman of the committee 
planning the golf tournament. 

The Ladies Entertainment Committee 
will hold its first meeting on August 
7. Mrs. Hugh Riddle is chairman of the 
committee. Mrs. Ferd Kramer and Mrs. 
H. R. Goodwille are co-chairmen. 





NATIONAL INCOME 
SHOWS INCREASE 


The decline in the national income of 
the United States from the 1939 peak 
of $7,582,000,000 last October to $5,- 
449,000,000 in March was interrupted 
by an upturn in April to $5,464,000,- 
000, the Alexander Hamilton Institute 
reported. This upturn was followed by 
a further expansion in May with the 
national income rising to $5,726,000,- 
000. The national income in May was 
the largest since January and was 14.2 
percent greater than in the correspond- 
ing month last year. 

As the result of the gain over a year 
ago in May, together with gains made 
in the previous months of this year, the 
national income for the first five months 
totaled $28,308,000,000 as compared to 
$25,427,000,000 in the corresponding 
period last year, or an increase of 11.3 
percent. The national income in the 
first five months of 1940 was higher 
than in any corresponding period since 
1930, with the exception of 1937. 


URGE STUDY OF TAX 
STRUCTURE 


The Committee on Local Govern- 
mental Activities and Revenues of the 
Municipal Finance Officers Association 
has recommended that a nation-wide 
study of tax structures be undertaken to 
determine what fiscal and functional re- 
lationships should exist among federal, 
state and local governments. 

The Association urged that upon 
completion of the study, recommenda- 
tions should be submitted for the im- 
provement and coordination of the en- 
tire governmental revenue structure. 
The Association resolved also to ask 
President Roosevelt to appoint an in- 
vestigating committee which would in- 
clude representatives of all three levels 
of government. 

In asking that such a tax study be 
made, the committee said that local 
governments, of and by themselves, 
cannot work out a solution of their fis- 
cal problems. 

“Members of the committee are firm- 
ly convinced of the necessity and desir- 
ability of an early and comprehensive 
appraisal of the taxation system of this 
country and the development of a co- 
ordinated revenue system which will 
give recognition to the importance of 
local governments in our financial 
structure,” the report said. 


SALES OF HOLC 
AT NEW HIGHS 


HOLC sales reached a total of more 
than 100,000 properties as the result of 
a near record-breaking mark of 4,720 
sales in May, according to reports of the 
Home Owners Loan Corporation. The 
report revealed that there are now only 
65,326 HOLC properties on hand, a 
decrease of more than 25,000 from the 
peak of last year and 3,209 in the last 
month alone. More than 91 percent of 
HOLC housing units available to yield 


income now are rented. 








Federal Farm Loans 

The present rate of 3'4y percent on 
federal land bank loans will be con- 
tinued for a two-year period ending 
June 30, 1942, under provisions of an 
act of congress approved by President 
Roosevelt on June 29. The rate on Land 
Bank Commissioner loans will be re- 
duced during the same period from 4 
to 3% percent. There are approxi- 
mately $2,560,000,000 of both types of 
loans outstanding, originally written at 
rates averaging approximately 5 percent. 


August 1, 1940 








THE MORTGAGE BANKER 





Home Construction And Its 
Relation To Prosperity 


Our Last Peak In The Cycle Of 
Home Construction Was Reached 
15 Years Ago, Says This Writer 


HE importance of private housing 
expenditures to the economy as a 
whole lies in the fact that most of 
such construction is financed by bor 
rowing, thus drawing on someone's sav 
ings and putting them back into circu 
lation via payments for materials and 
labor 
Back in the mid-twenties such ex 
penditures accounted for roughly 20 to 
30 percent of all such income-producing 
expenditures that offset savings but in 
recent years they have amounted to 
only about half these percentages of the 
total of such offsetting expenditures. 
Data on housing construction are 
worth watching by students of business 
trends because of this relation to in- 
come-producing expenditures and the 
necessity of such expenditures reaching 
a high level before we can have any 
very great prosperity 
Through the years housing construc 
tion in this country has followed a long 
cycle, with the peaks averaging about 
18 years apart and the valleys separated 
by a like average period. Our last peak 
was 15 years ago, the bottom of the 
valley was reached about six years ago, 
and we are now apparently on the up 
swing of another cycle in which the 
peak should be reached some time in 
the next three to six years. As a cor 
rolary to this, foreclosures of non-farm 
real estate and foreclosures in metro- 
politan communities are now getting 
back toward the 1926 level, after run 
ning three to four times the 1926 rate 
in the worst years of the depression, 
thus removing an important depressing 
factor from the real estate market 
This tendency of housing construc 
tion to vary widely over a long cycle is 
due to the fact that in even very good 
years such as 1926 the number of new 
dwelling units constructed is but a small 
percentage of the total number in exist 
ence in the country. Demand can quick 
ly shift enough to lift new construction 
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By LEIGH S. PLUMMER 


from | percent of homes in existence to 
around 4 percent, the approximate rela- 
tion in 1925 between new homes built 
and the number then in existence. 

The most important factor affecting 
demand for homes is change in the 
number of families. This is primarily 
dependent upon changes in population 
and its age distribution, and secondarily 
a function of changes in marriage and 





66" HE most important factor 

affecting demand for 
homes is change in the number 
of families,” declares Mr. Plum- 
mer. “This is primarily depend- 
ent upon changes in population 
and its age distribution, and 
secondarily a function of 
changes in marriage and divorce 
rates which in turn are affected 
by changes in income.” Other 
factors listed by the author 
which bear on housing demand 
include migration of families, 
family income levels, obsoles- 
cence, and destruction of dwell- 
ings. This is an excerpt from 
one of a series of articles by Mr. 
Plummer which have been ap- 
pearing in the Wall Street Jour- 
nal. It is reprinted by special 
permission of the Wall Street 
Journal. 





divorce rates which in turn are affected 
by changes in income. 

Suffice to say here that although the 
rate of population growth is declining, 
the age distribution is changing in such 
a way that between 1943 and 1950 
there will probably be enough new 
families formed to put housing demand, 
as far as this factor is concerned, at a 
peak. 

Other factors bearing on housing de- 
mand include migration of families, 


family income levels, obsolescence, and 
destruction of dwellings. Migration in- 
cludes that from farms to cities, less 
shifts the other way; from highly con- 
centrated urban areas to the less crowd- 
ed suburbs, and between geographic 
regions of the country. 

The long-run tendency of farm popu- 
lation to hold between 30,000,000 and 
32,000,000 indicates there will be con- 
tinued net migration to cities from 
farms; construction of express high- 
ways, other improvements in transpor- 
tation facilities, and the tendency of in- 
dustry to move outward from cities, 
points to a continued centrifugal effect 
on housing construction from large ur- 
ban centers; and Department of Labor 
data on private dwelling construction 
per 1,000 population by geographic re- 
gions, indicate migration is tending to 
lift housing construction in such areas 
as the Pacific coast. 

Upward shifts in income levels are 
likely to be felt first through “un- 
doubling” of families which have been 
living together. This doubling up pro- 
cess is the reason why vacancies held 
at near normal levels during the depres- 
sion years when new home construction 
failed to keep pace with population and 
family growth. 

Houses have long lives. Just how 
long, no one knows; but the average is 
probably somewhere between 50 and 
100 years. This is one reason why hous- 
ing construction in this country in years 
past has been shaped like an inverted 
pyramid, with most of the construction 
being done for families in the upper 
income groups, who in turn handed it 
down to lower income families as the 
house became obsolete. As this handing 
down process continues, low income 
families move in and high income fami- 
lies go into newer homes. 

This factor of obsolescence is con- 
tinually putting pressure on families in 
the middle and upper income groups to 
build new homes, thus leaving their old 
ones for poorer families to move into. 
The current program of the Federal 
Housing Administration tends to cir- 
cumvent this process to some extent by 
facilitating construction of homes in the 
$2,500 price class. 

The overall demanded for homes is 
reflected to some extent by the level of 
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rents. The situation at present is that 
rents, as measured by the National In- 
dustrial Conference Board index cover- 
ing wage earners’ homes, are running 
about 94 percent of the 1929 level after 
dropping during 1933 to around 68 per- 
cent of 1929 and rising in 1937 to about 
97 percent of 1929. The low level dur- 
ing the worst of the depression, reached 
despite the virtual extinction of new 
home construction at that time, was due 
largely to doubling up of families which 
reduced the demand for housing units. 

In general, factors affecting demand 
considered above point to much greater 
construction of new dwelling units in 
the coming decade than occurred in the 
past. Dr. Isadore Lubin of the Bureau 
of Labor Statistics estimated in his tes- 
timony before the Temporary National 
Economic Committee that 280,000 new 
units will be required each year in the 
next decade to take care of the increase 
in number of families, that 45,000 an- 
nually will be required to offset demoli- 
tions, and 200,000 a year would be 
required to take the place of some 
4,000,000 sub-standard dwelling units, 
assuming that the latter would be re- 
placed at the rate of 5 percent a year 
over 20 years. 

New Dwelling Units 

This would make a total of 525,000 
new dwelling units a year in the next 
decade. The chances are that sub- 
standard units will not be replaced at 
this rate so that as a rough guess be- 
tween 450,000 and 500,000 new units a 
year might come closer to representing 
the needs over these years which we 
should have some chance of meeting. 

Estimates of how many dwelling units 
have been provided in recent years vary 
rather widely. For the 1920-29 decade 
they range from an annual average of 
about 700,000 to around 560,000, while 
since 1929 the annual averages vary 
from approximately 190,000 to 160,000. 
The lower figures in each case represent 
estimates by the Department of Labor 
based on building permit data gathered 
from around 2,000 cities of 2,500 popu- 
lation or over. 

The dollar volume of housing con- 
struction is of more interest. The best 
source for that data is the F. W. Dodge 
Corp. which collects figures on 37 states 
for various types of construction, in- 
cluding residential building. The F. W. 
Dodge dollar figures in turn are used 
by the Federal Reserve Board as the 
basis of seasonally adjusted and unad- 
justed index numbers on a 1923-25 base. 
The board also makes up similar indices 
based on F. W. Dodge data for total 


construction. 


Annual averages of the Reserve 
Board’s index for value of residential 
contracts awarded have moved in about 
the same way as the estimates of hous- 
ing expenditures presented by Dr. Cur- 
rie before the TNEC with the exception 
of the years from 1925 through 1929 
when the index was thrown off, prob- 
ably because of failure of the Dodge 
figures to include housing contracts with 
a value of less than $5,000, a deficiency 
which has since been corrected. As a 
result while total private housing ex- 
penditures actually dropped after 1925, 
the Reserve Board’s index held at a 
very high level from 1925 through 
1928 and didn’t drop fast enough in 
1929—a period when expensive homes 
were still being built in large volume. 
However, in recent years the index on 
an annual basis has moved about in line 
with the Currie estimates. 


Housing Expenditures 


Therefore, it can be used as a fairly 
accurate guide to housing expenditures 
as a whole at the present time. A rough 
approximation of how total housing ex- 
penditures for all the country are run- 
ning can be made by considering each 
point in the index as equal to annual 
expenditures of between $30,000,000 
and $35,000,000. Thus, the index, based 
on reports from part of the country, can 
be used to get an approximate figure 
which will tie in with the Currie esti- 
mates for all the country. 

The following table shows the rela- 
tion between the Currie estimates and 
the Reserve Board's index for recent 
years: 

Federal 
Reserve 


*Private Index of 

Housing Residential Expenditures 

Expendi- Contracts per Index 

tures Awarded Point 

EE cane $ 680 21 $32,000,000 
IDES: 2.0. 1,250 37 34,000,000 
a 1,450 41 35,000,000 
ee 1,500 45 33,000,000 


*000,000 omitted. 


The Annual Average 


According to this method of calcula- 
tion expenditures on housing in 1939, 
when the annual average of the index 
was 60, amounted to between $1,800,- 
000,000 and $2,100,000,000. In the 
first four months this year, when the 
seasonally adjusted index averaged 55, 
housing expenditures were apparently 
running at an annual rate of between 
$1,600,000,000 and $1,900,000,000. It 
should be kept in mind that this device 
is apt to become less accurate the higher 
the index goes, partially because of the 
effect of Federal housing expenditures 
which may or may not continue as an 


important factor, depending upon what 
Congress does about future appropria- 
tions for the USHA. With this in mind 
it may be stated that the index would 
have to get up to around 110 before 
housing expenditures will aggregate the 
average for the twenties. 





MOVE TO REVITALIZE 
DOWNTOWN ST. LOUIS 


St. Louis business men are drafting 
plans to revitalize the city’s central 
business district. It is said that the de- 
centralization trend is more pronounced 
in St. Louis than in many other urban 
areas. Factors responsible for this trend 
are a shift in population to outlying 
areas, a lack of parking facilities in the 
downtown section and relatively high 
assessments on downtown business 
buildings. 

As a result the city has a vacancy 
percentage of 29 percent as compared 
with the national average of 17.7 per- 
cent. Assessed valuations in the central 
business district have declined steadily, 
the reduction in the past decade for 20 
large blocks amounting to 24.3 percent. 

Proposals submitted to the business 
men’s committee to revitalize the down- 
town section include: A large scale 
housing development in neighborhoods 
adjoining the business district for mid- 
dle income groups; improvement of 
mass transportation facilities; additional 
parking facilities; and reduction of the 
tax assessment level so that property 
can be rented profitably. 





PREDICTS INCREASE 
IN BUILDING 


The building industry is on the 
threshold of the greatest activity in its 
history, in the opinion of Bror Dahl- 
berg, President of the Celotex Corpora- 
tion. 

“The ramifications of the national de- 
fense program, when considered in con- 
junction with the existing shortage of 
modern homes, virtually insure a rap: 
idly rising rate of building,” Dahlberg 
said. “The building materials and con- 
struction industries are also being called 
on to satisfy greatly increased needs for 
industrial space.” 





Urban home financing in May amount- 
ed to $372,471,000, a gain of 9 percent 
over April and an increase of 19 percent 
over May, 1939, according to the Fed- 
eral Home Loan Bank Board. 
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CONSTRUCTION PROJECTS 


(Continued from page 2) 


with high tax and carrying charges, are 
apt to be low 

There is no sound basis for valuing 
land in excess of its comparative value, 
providing that a true comparison can be 
obtained. The mere sales price of a com 
parable parcel of land, or the purchase 
price of the property being appraised, 
does not tell the story without a careful 
analysis of the terms and conditions sur 
rounding the sale. The difficulty in ob- 
taining true comparisons, under present 
conditions with large amounts of prop 
erty in the hands of lenders through fore 
closure, arises because of the easy and 
varying terms under which sales are be 
ing made. These cause wide price varia 
tions 

New York Survey 

The Real Estate Board of New York 
made an open-market sales survey for the 
year 1938, which showed: 

1. Total prices received were 79!/2 per 
cent of assessed valuations. 

2. The cash sales were at prices 
amounting to 59 percent of assessed 
valuations 

3. The sales on terms were at prices 
amounting to 831% percent of assessed 
valuation 

In other words, there was a 24!/ per 
cent differential between sales for cash 
and sales on terms. 

If the residual land value is substan 
tially higher than the cost (30 percent or 
over) it should be viewed with suspicion 
and used only after very careful check 
ing since in all probability the predicted 
net income is too high. 

The land-residual process is “T.N.T.” 
in the hands of the appraiser unfamiliar 
with its dangers and should be used only 
by those whose feet are firmly attached 
to terra firma. 

Experience and studies of actual op- 
erations in New York City show gener 
ally that six-story nonfireproof apart 
ments, built on land without retail value, 
will support land values of from $1.50 
to $5.00 per square foot. Where the 
land has retail-store value, the variation 
is more likely to be from $5.00 to $10.00 
per square foot, depending upon the re 
tail value. Eight to twelve-story apart 
ments will usually support land values of 
$10.00 to $20.00 per square foot, and 
fifteen to nineteen-story fireproof apart- 
ments $20.00 to $40.00 per square foot 

The determination of the building 
value as distinguished from its cost must 
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be given careful consideration. In the 
case of a proposed building, the first ap- 
proach should be the determination of its 
reproduction cost, which in the New 
York metropolitan area is done almost 
entirely by the cubic-foot method. 

Allowances for architects’ and engi- 
neers’ fees and contractors’ profits should 
be moderate. In most cases, particularly 
those of so-called speculative construc 
tion, the standard fees are not paid to the 
architect and engineer, and the specula- 
tive builder acts as the general contrac 
tor. Therefore, the builder's profit is not 
taken out but is contributed as equity 
money. In the ordinary type of specu- 
lative building an allowance for archi- 
tects’ and engineers’ fees of 2 percent 
and a builders’ profit of 3 percent should 
be ample. 


Cubic-Foot Costs 


Cubic-foot costs prevailing in Manhat- 
tan for 1939 were approximately: 

Six-story, nonfireproof, automatic-ele- 
vator buildings—$.34 to $.36 per cubic 
foot. 

Eight to twelve-story, fireproof, auto- 
matic and manual-elevator buildings 
$.45 to $.55 per cubic foot. 

Fifteen- to nineteen-story, fireproof, 
manual-elevator buildings—$.60 to $.68 
per cubic foot. 

The cost of operation of the proposed 
building is of great importance as we are 
concerned for valuation purposes with 
the net income. The appraiser should 
talk with the builder, architect, and 
owner in order to get a clear picture of 
the proposed plan of operation, primarily 
to determine the type, quality, and quan- 
tity of service that is proposed. These 
factors will govern the number of em- 
ployees, one of the most important and 
variable items in the operating-expense 
schedule. The outline specifications 
should be studied as a guide to setting up 
the expense schedule and reserve for re- 
placement. 


Reserves 


An additional item of reserves for re- 
placement is required to enable the build- 
ing to complete its predicted economic 
life. In considering the average apart- 
ment building it is customary to set up 
a reserve for the replacement of such 
items as electric refrigerators, gas stoves, 
Venetian blinds, roof repairs, and exte- 
rior painting. The method, of course, is 
to divide the total cost of replacement by 


the anticipated life, setting this amount 
up as an annual charge. 

Ordinarily it is not difficult to deter- 
mine whether a proposed building repre- 
sents the highest and best use of the site. 
The land-residual method will show 
whether or not a proper land value plus 
the building cost can be supported. There 
are, however, certain borderline cases 
which will require an extensive analysis. 
Such cases occur when the land value 
(or cost) is too high to be supported by, 
say, a six-story nonfireproof apartment, 
and rental values too low to support an 
eight to twelve-story fireproof apart- 
ment. A good compromise in such cases 
often is a higher building of fireproof 
construction, but operated on a nonfire- 
proof basis—that is, with the tenants’ 
service adjusted in accordance with the 
lower rental to be received. 

Determining the land value per room 
is another check, as experience indicates 
that a given type of building in a given 
rental range can support only a certain 
maximum land cost per room. Typical 
examples would be $250 to $350 of land 
value per room for a six-story nonfire- 
proof building, and $400 to $1,300 of 
land value per room for an eight to 
nineteen-story fireproof building. 


Study the Plans 


Determining the best plan from sev- 
eral submitted can be accomplished most 
satisfactorily by a thorough study of the 
plans, being sure to cover the following: 
(1) Room sizes and layouts. This item 
alone may determine the best plan. (2) 
Determine the number of cubic feet re- 
quired to produce a rentable room. If the 
different plans all call for buildings of 
the same height and room sizes and if 
layouts are adequate, the plan with the 
lowest number of cubic feet per rent- 
able room is probably the best. This 
check is good only if the plans are for 
buildings of the same story height. In a 
six-story-and-basement building, one sev- 
enth of the total cube is in the basement, 
while in a nineteen-story-and-basement 
building, only one twentieth of the total 
cube is in the basement. In the majority 
of apartment buildings the number of 
cubic feet required to produce an eco- 
nomically rentable room varies between 
3,000 and 4,000 cubic feet. In a deluxe 
plan it may go as high as 5,000 cubic 
feet. 

Determining over- and underimprove- 
ment is ordinarily not difficult. Pro- 
posals for new construction projects are 
usually undertaken by successful pro- 
moters who never suffer from modesty. 
The great danger and the thing to guard 
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Interest Rates 


Probably no subject attracts so much 
attention of mortgage lenders these days 
as the likely trend in mortgage interest 
rates during the next few years. This 
subject was discussed in detail at thé re- 
cent Fifth Round Table Discussion on 
“Exploring the Financing of Housing 
and Public Construction,” sponsored by 
the Savings Bank Journal. 

The following are views expressed at 
the conference: 

“The vastly increased supply of both 
current and investment funds has not 
been accompanied by a corresponding 
growth in the demand for funds. More- 
over, Governmental agencies in their ef- 
forts to combat depression have con- 
t®buted to the reduction in the cost of 
money, particularly mortgage money... 
It appears that many of the factors that 
have operated to reduce rates will con- 
tinue to be in the picture and that re- 
versal of the downward trend of recent 
years would be likely only in the event 
of tremendously increased demands for 
funds.”"—R. R. Foster, Federal Reserve 
Board. 

“Basically, we have more money than 
we know what to do with, as evidenced 
by the excess reserves in our monetary 
system. It might well require a much 
longer period than even a year to bring 
about any fundamental change in in- 
terest rates. I would say that for the 
next 12 months at any rate, I don’t see 
any tightening of money rates. That ap- 
plies to mortgages as well as to any other 
form of credit.”—Earl B. Schwulst, First 
Vice President, Bowery Savings Bank, 
New York. 


Analysis of Mortgage Security 
In the June Issue of the Architectural Forum 

In this article, the Architectural Forum attempts to evaluate the contribution 
which the FHA has made since its inception six years ago. The Forum declares 
that FHA has placed the whole business of home finance on a sounder basis to the 
benefit of the building industry and the public alike. FHA’s mortgage risk rating 

system is explained in detail as it affects builders, borrowers and lenders. 

* * 
Housing—Bulwark of Democracy 
By Thomas C. Boushall in the July Issue of Nation’s Business 


Mr. Boushall declares that subsidized housing tends to undermine the moral 
stamina, to pauperize, and all but sovietize, the recipients. He says that the FHA 
Title I Class 3, low-cost housing program is the answer to the problem of low-cost 
housing. He calls this program “a sane opportunity to bring home ownership to 
millions whose limited income heretofore suggested only tenement, cheap apart- 
ment, or slum-clearance rental.” 

* * 


Codes, Collusion and Housing Costs 
By Karl Detzer in the July issue of Reader’s Digest 
Condensed from the American Mercury 
Why are building costs so high? Because of collusion, boycotts, strikes and 
politics, labor leaders and businessmen, says the author of this article. He declares 
that the 1800 local building codes throughout the United States also serve to keep 
costs up. The author goes on to show that each local community insists upon its 
own standards, thus preventing mass production of standard parts. Mr. Detzer 
suggests that the remedy lies in the hands of the ordinary citizen. 
* * 
Life Houses 
In the July 1 issue of Life Magazine 


A total of 121 Life Houses, which have been erected throughout the United 
States by authorized builders and furnished by cooperative stores, are described. 
A group of outstanding architects was commissioned to design eight houses for 
this year’s Life House program. These houses are located in strategically selected 
communities and will be open to the public. 

” * 
Exploring the Financing of Housing and Public Construction 
In the July issue of the Savings Bank Journal 

This article contains the different viewpoints expressed at the Fifth Round 
Table Discussion on “Exploring the Financing of Housing and Public Construc- 
tion,” which was held in Washington, D. C., in June. Thirty-eight persons, rep- 
resenting various phases of the subject, attended the discussions. 


Pitfalls in Residential Appraising 
In the June issue of the Insured Mortgage Portfolio 
This is one of a series of articles on common errors in appraising. In this issue, 
errors in the assembly and interpretation of facts concerning both home properties 
and neighborhoods, are discussed. 








“I do not accept the belief that is 
current in some quarters that we have 
entered a permanent, stagnant economy. 
On the contrary, I think the trend of 
interest rates has the characteristics of 
a cycle somewhat similar to what we 
have had in the past, that we will get a 
higher rate of interest, a greater demand 
for savings and greater use of them, and 
therefore a higher rate.”"—J. F. Dew- 
hurst, Economist, Twentieth Century 


Fund. 


“Barring our serious participation in 
war or preparations for war I should 
think two factors must be taken into 
account. One is a very definite slowing 
down in our population growth, and the 
other is a definite slowing down in our 
productive plant additions. These two 
factors . . . will work in the direction of 
continued low interest rates.”—Dr. 
Henry F. Hoagland, Professor of busi- 
ness Finance, Ohio State University. 
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GOVERNMENT CORPORATIONS REPORT LOSSES 


Several months ago U. S. Senator 
Harry F. Byrd of Virginia introduced 
a resolution in the senate requiring the 
U. S. Treasury Department to draw up 
a detailed statement showing the finan- 
cial condition of various government 
agencies engaged in credit operations. 


Commenting on the Byrd resolution, 
the July issue of Banking had this to 
say 

“When Senator Byrd introduced his 
senate resolution calling for detailed in- 
formation on the financial accounts of 
the various government corporations and 
agencies, he started something. The 
Treasury reply to this resolution was de 
livered in the form of 64 volumes, 32 
of tabular information and 32 of narra 
tive. When the document is printed it 
will be known as Senate Document No. 
172, 76th Congress, 3rd Session. How 
big it will be when completed, it is still 
too early to say. Part one alone will 
contain 338 printed pages measuring 14 
x 104 inches.” 


The largest loss reported by any 
group of agencies was in the field of 
subsidized housing. The PWA and the 
USHA together showed a loss in their 
operations of $1,149,300,000. Twelve 
government agencies engaged in agri- 
cultural financing and insurance showed 
a total loss in their operations of $819, 
100,000. The five agencies engaged in 
home financing and insurance had a 
better record. These agencies reported a 
gain of $71,000,000 since their incep- 
tion, although both the HOLC and the 
FHA recorded losses. The seven agen- 
cies engaged in general financing and 
insurance reported a gain of $329,800, 
O00 


The following table shows a sum 
mary of revenues and expenditures cum- 
ulative from the inception of the agen- 
cies to June 30, 1939. The figures are 
in millions of dollars. 


Corporation or Agency Gain Loss 
FDIC 155.9 
RFC 169.9 
Disaster Loan Corp 
Electric Home and Farm Au- 
thority BS 
Export-Import Bank 
Federal National Mortgage 
Association 
RFC Mortgage Company 


Total, General Financing 
and Insurance 329.8 
Federal Home Loan Banks 21.3 

Federal Savings and Loan 
Associations 122.0 

Federal Savings and Loan In- 
surance Corp i 2s 


HOLC 
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Corporation or Agency Gain Loss 


FHA 34. 


Total, Home Financing and 
Insurance 
Farm Credit Administration 
Agricultural marketing act 
revolving fund 
Emergency Crop and Feed 
Loans 
Banks for cooperatives 
Federal Intermediate Credit 
Banks 
Federal Land Banks 
Production Credit Corpora- 
tions : 
Regional Agricultural Credit 
Corporations 
Federal Farm Mortgage Cor- 
poration 
Ge un 
Farm Security Administration 
Federal Crop Insurance Cor- 
poration 
REA 
TVA 


Total, Agricultural Finan- 
cing and Insurance 
PWA 1,144.6 
USHA ; 4.7 


Total, Construction  Fi- 


nancing 1,149.3 


MR. TREDWELL’S ARTICLE 

(Continued from page 6) 
against is overimprovement. This, in the 
apartment-house field, usually consists of 
building a fireproof apartment in a bor- 
derline neighborhood where the rentals 
are insufhcient to justify the costly struc 
ture. In boom periods, when the real 
estate market is very active and everyone 
is Optimistic, overimprovement is much 
more likely to occur. 

There are several final tests which can 
be applied as a check against the eco- 
nomic soundness of a new construction 
project: 

Determine the expense ratio by divid- 
ing the total expense before depreciation 
(operating, water, insurance, taxes, and 
reserves for replacement) by the effective 
gross income (after allowance for va- 
cancies). The usual ratio for an income- 
producing property is between 40 and 50 
percent. If the ratio is under 40 percent, 
it is either a miracle or, more probably, 
the figures of income and/or expenses 
are incorrect. If the ratio is over 55 per- 
cent, it is definite warning that the 
soundness of the venture is questionable. 

Figure the total cost per room per 
month of the following items: vacancies, 
operating expenses, taxes, depreciation on 
the building, and a nominal return on the 
equity—say, 5 per cent. If there is any 
doubt that even under the poorest imagi- 
nable conditions the gross income per 





room per month will not equal this fig- 
ure, it is again an indication that the ven- 
ture is of questionable soundness. 

If the appraisal is for mortgage-loan 
purposes the cost per room per month of 
the following items should be deter- 
mined and should not exceed 75 percent 
of the estimated rental per room per 
month of the property when new: va- 
cancies, operating expenses, reserves for 
replacement, taxes, interest charges, and 
amortization charges. 

Every appraiser who has occasion to 
value properties from the plans with 
sufhcient frequency will develop his own 
individuai methods which of necessity 
will be adapted to the territory in which 
he is operating. It is a fascinating part of 
the problem of real estate valuation and 
deserves the serious consideration of 
every active appraiser. 





DEFENSE PROGRAM 
HOUSING PLANS 


Plans are crystallizing for relieving 
housing shortages in cities where army 
and navy posts and key defense indus- 
tries are located. The modernization sec- 
tion of the FHA will direct remodeling 
of old houses to provide rental quarters 
for new workers being employed at ship- 
yards and industrial plants. 

The FHA recently assisted in relieving 
a serious. housing shortage in Camden, 
New Jersey, by this approach. Frequent: 
ly the operations involve the conversion 
of outmoded mansions into small apart- 
ment houses or the improvement of 
smaller houses by the installation of new 
plumbing or kitchen equipment. 





SUPPLEMENT TO 1939 
DIRECTORY 


The Headquarters Office has recently 
mailed to all members a supplemental di- 
rectory of the membership. This supple- 
ment includes information on each mem- 
ber admitted to the Association during 
the period from June 1, 1939, to July 
15, 1940, inclusive. 





The city of Philadelphia has refused 
to build another public housing project 
financed by USHA. The city council 
voted 12 to 10 to cut its $35,000,000 
housing program short at $16,000,000 
and return the $19,000,000 balance to 
the USHA. Reason: Philadelphia wants 
to give its public-housing projects a two- 
year trial before sinking additional 
money in similar projects. 








